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Memorandum 76-52

Subject: Study 77 - Wonprofit Corporations (History of Study)

At the last meeting, the Executive Secretary was directed to prepare a
history of the significant events in connection with the nonprofit corpora-
tion study. The requested information is attached. We do not plan to dis-
cusas 1t at the mesting unless some member of the Commission wishes to bring
it up for discussion.

The Chairman will report at the meeting on the results of our May b

meeting with Assemblyman Kncx and others.

Respectfully submitted,

John H. DeMoully
Executive Secretary
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EXHIBIT II

A study to determine whether the law relating 1o nonprofit
corporations should be revised -

The Corporutions Code and speeial Provisions in 4 nomber of sther
codes anthorize and regubite the ineorporad fon mud operition of non.
profit eorporationg 1 However, the geheme has developed piceemeal and,
a8 noted recently, “historieally the orplan of eorporate Luw, nonproiit
corporations [hive] suifered from wndolined pnpd posrly artiewlntod
atatutes governing thejp ormanization. . '% A an oexamply, Seetion
9002 of the Corporations Codes provides that the weneeal business eop-
poration faw applies 1u nanprofit eorpurationg, “exeept oy to anittery
speeifically otherwise provigded fop, Thus, it would appear that the
generat corporation lyw reliting to the issunnee imd handling of slares
should apply 14 nonprofit ecvporations, but e Iitter do not distribute
profity or normatly even isste stoek.® The sitnation i further voni used

¥ provisions that inearpoeato the nonpredit eorporadion pProvisions hy
refereticed and thuy requires reforeniee first tn the peneral nonprofit
corporation Iaw whiell in tyrg requires reference 1o the general busi-
hess corporation law, .

Such confusion and ambignity comld he exeused or, at least, ignored
except that ;o

In recent decudes nonproflt eorporation law hag talken on & new
importanee, |, . .

Nonprofit corporations are no lengor eonfined to the traditional
citerory of politieal, religions, or speinl endeavor but have ex-
punded to inelnde eommunity theatoers, hospitals, it shops, con.
Servation elubs, efe, Moreover, the tax problems, the stute and Toeal
laws regulating fnud-ruising, the effvet of varions aetivities on the
tax-exempt status, the offpets of reorganization or dissolution, and
many other problems nre complex mnd difficalt. Beeause of thehe
reasons nonprofit corporation aw has recenttly sained a preafer
vitality,

A study shonld, therefore, be made to detormine whether the law re.
lating to nonprofit eorporiations should be peviged 6

P Bee generully Divisions 2 ang 9 of 'Tithe 1 of the Corpoentions Code. Othor pro.
Ecvhaimm nyre sertieced themighont the codos, Heo, ey, Aunt. Conk § {‘it(}li'.! {nen-

hrolit agrieuttinen) rsMucintions} : Koue, Copk B 200, WG (privale edieg-
{lnnnl fnstitutions) ; Ixws, Coits § THIEN Clospit it cormrntion Y.

EDvelare o CALIVORNIA NUXFROFIT Colrolations Ol Cont, B0 1o 1404},

"Hee 1L (hxex, Now-l'rorre Cokrorarions, URDANTZATIONS, AND ABHOCIATIONS

0 (24 ed. 1006), .

‘Huest":uufr.:d(‘mm § 12206 (provislons relting to nonproiit carporntions “umgly to
coaperative corporntiony formed wuder this part, except wherg el provivions
are in confliet with those of Hhis part"). .

*I'refnce to CALIFOIN A Noxesowrr Corronarions (Cnl. Cont. 194, Bae 106%),

*Ttiz ani leipnted that such n atudy wintld Tend o g l‘nl'ﬂtlﬁ'h('l‘l:‘liﬂ! revipinn nf'ﬁm
Inw relating to nonprofit corporations, nod, in thix erinection, (he Now York
eomprehensive Nok-¥or Drofit Corpoeation Tow fefertive Nentember 1, N
and the Modal Nonpratit Corparntion Act, deatted by the Amerienn Bar Aupoci-
Atien Committes on Corparnte Laws, mny Brovide wemie galdnnen, Moo ARA
COMMITTEE ON CoRronATE Lawa, Mobrer, Nox reowyr CorroRATION App (1904 ):.
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May 13, 1974

John 5. Malone, Eeq.

State Bar of California

601 McAlliater Street

Gan Francisco, California 94102

Dear Mr. Halone:

The California Law Heviglon Cowmission is engaged in drafting a
new Nonprofit Corporations Code. The Coumisslon seeks the assistance
of the State Bar in this project.

Specifically, the Commission requests that a commdttee of the
Stats Bar be designated to work with ths Commission on the nonprofit
corporation law project. As you know, the State Bar hiready Las a com-
uittee engaged in revising the dbusiness corporation law, but this cour
mitteu doss not plan to work on the nonprofit corporation law,

1f it 48 decided to create a new comuittee to work with the Com
mission on the nonprofit corporation law project, thes .Commission sug-
geats that conalderation be given to appointing to this new couhittee
sope members of ths comuittee that 18 now engaged in reviaing the bumsi-
ness corporation law. This would preatly assist in coordinatiun of the
two projects and would help avoid unintended inconsletgncles between
the law govarning business corporations and thce law governing nonprofit
corporations.

1f the State bar 15 willing to designate e comndttee to work on
the sonprofit corporation law revision, the Comudssion supgests that the
cosmdttes be authorized to send its comnents on various drafts of the new
code directly to the Commission. The Cormission racognlzes that these
would not repraesent the views of the State Bar, but the direct communica-
tion betwesn the committes and the Commissiochawould greatly facilitatae
the dreafting of the new code. The Board of Governors has authorized
other comnittees that hwww worked with the Cowmission to comnunicate
directly with the Commission.

The Commission already has a dtaff draft of the new cods under con-
sideration. Accordingly, 1t would be desirable to have the State Bar
committes designated as soon as possibla.

-~ e
Sincerely, h i L’f
John H. Deloully ﬂf
S -

Exscutive Secretary
Tyl St/ A
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i1 EXHIBIT IV
Memorandum 75=-80

Subject: Study 77 - Nonprofit Corporations (Subcommittee of State Bar Committee)

The State Bar Committee on Corporations has appointed a Subcommittee on the
Revision of the Nonprofit Corporations Ilaw to work with the law Revision Commis-
sion. The Chalrman of the subcommittee is Carl A. Ieonard, Sar Franclsco. The
members of the subcommittee are listed on Exhibit I attached.

The Chairman of the State Bar Subcommittee advised me that the Stete Par
Committee on Corporations had a meeting with Assemblyman Knox and others interested
in the law in this field. Those present were strongly of the view that it is
essential that the nonprofit corporations l8w revisiéh be produced as soon &8s pme-
slble. As ymu know, the resson is that the new business corporations law demes not
apply to nonpfﬁfit corporaticns; the law relating to nonprofit carporations in-
corparates the old business corporations law by reference. This requires the
practitioner to keep his obsolete business corporations law volumes. Thie was
the resson the Commission decided at the last meeting te give this topic a tep
priority and tentatively scheduled its recommendation on thls subject far the
1977 legislative session. T so advised the chairman of the subcommittee and
further advised him that there was no guarantee that the recemmendation of the
Commission would be produced in time for the 1977 session. The goal was to pro-
duce a recommendation fﬁ£ 1977, but whether this will bde possible will depenicupon
the speed with which the varicus problems could be solved. I further advised
him thet we did not want to rush in with a recommendatlon that vas net carefully
worked out and then have to meke many changes at a subsequent session to correct
technical defects and substantive deficiencles.

The subcommittee wants to work with the Commission in the most efficient
way and wants to avoid having to ré?iew & massive proposal in a short time be-

fore 1t 1is tA be submitted te the leglslature. Accordingly, the chairman of the
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subcommittee suggested that the subcommittee might try to keep up with the
Commizssion as the Commission zoes through the various problems. In this way,
the work can be spread out over the period of the project and the subcommittee
will have time to give careful consideration to each problem area.

The chairman asked that we provide him with a copy of all the material
on each subject that is sent to the members of the Commission so that he will
be aware of the status of the project at all times. He slso wants to send the
material to the individuals on the subcommittee who have expertiese in the par-
ticular area. Alse, vhen a sectlon or group eof sectiens is tentatively appreved
by the Commlssien, he asks that the section er group of sections be sent to each
member of the subcemmittee to be taken up Ly the subcommitiee for review and
comment. At the same time, backgreund materisl.concerning the yarticuler section
or group of sectiens skeuld be provided to the members of the subcammittee
{probably in the form of the staff background memorandum that wae submitted te
the Commission in connectisn with the section or group of sections). The chairman
of the subcommittee understands that any section or group of sectiens se provided
would be extremely tentative in pature but belleves that the proposal is the best
methed to involve the subcommittee in the project at the earliest time the sube
comnittee would be able to work in & meaningful way. The subcomzittee also re-
quests coples of any backgreund studles as seon as they have been prepared,

The chairmen plans te suggest a method of procedure along the abeve lines
at the next meeting of the full Committee on Corporations and will advise there~
after as {0 the views of the committee. It is obvious that the crash nature of
this project requires some procedure that will give the subcemmittee the maxismm
amount of time to consider various problems and to review tentative Cemsmisslep
decisions on particular aspects of the project. What is the Commigsien reaction

to the procedure cutlined above?

g



I advised the Chairman of the Subcommittee that our meetings are
public meetings and that we encourage interested persons to attend as
observers. Although the meetings are not hearings, the Commission does
permlt observers to make remarks and persons attending meetings obtain
conslderable background information concerning matters being considered
by the Commission. The Chairmen indicated that some members of the Sube
committee might be able to attend meetings when nonmprofit corporations law
is considered. This should be helpful not only to the State Bar Subcoxmittee
but also to the Commission since the members of the Subcommittee have a
variety of experience with nonprofit corperations.

So that we can move this preject along as fast as possidble, the staff
plans to devote a maximum amcunt of staff resources to the project. We plan
to have Nat Sterling werk generally full time on the project and to have
ons other staff member devete s substantial portion (approximetely eneshalf
time or more) to the project, We will do this am soon as we have prepared
cur 1976 legislative program for the printer.

The staff believes that our goal of & recommendation for the 1977
session is a very ambitious one but is one that may be passible to achieve,

We intend to exert every effort to meet that goal.

Respectfully submitted,

John H. DeMoully
Executive Secretary
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EXHIBIT I

CALIFORNIA STATE LDAR COMMITTEE OGN CORPUORATIONS
SUBCOMMITTZE ON REVISION OF NONPROFIT CORFORATIOHS LAW

Carl) A, Leoconard
Morrison % Foerster

One Post Street

san Prancisco, Ca %4104
{4153 936-1210

James R, Andrews

Wyman, Bautzer, Rothman & Xuchel
726 United California Bank Building
8601 Wilshire Blvd.

Beverly Hills, Ca 90210

{213) 556-8000

Bill Holden

Associate Counsel
Corporations Division
Secretary of State
111 Capitol Mall
Sacramento, Ca 25814
{9316} 445-0620

benis T. Rice

Howard, Prim, Rice, HNemerovski, Canady & Pellak
‘650 California Street, Suite 2920

San Francisco, Ca %4108

(415) 434-1600

Henry L. Stern

Mitchell, Silkerberg & Knupp
1800 Century Park East

L.os Angeles, Ca 50367

{213) 553-5000

Brian R. Van Camp

Diepenbrock, Wulff, Plant £ Henneyan
455 Capitol Mall, Suite 800
Sacramento, Ca 95814

(916} 444-3%10



